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ECONOMIC INDICATORS 


1986 1987 1988 
prel. 

National Income: (in millions of JD) 
GNP (Current Prices) 1917 1868 1879 
GDP (Current Prices) 1613 1686 1702 
Real GNP Growth (Percent)(1) SL7 -2.2 -4.0 
Real GDP Growth (Percent)(1) 2.6 4.8 -3.5 


Foreign Trade and Balance of Payments: (in millions of USD) 

Imports 2436 2701 2719 2612 
Domestic Exports 645 734 864 950 
Reexports 87 197 151 131 
Trade Balance -1699 -1770 -1704 -1531 
Workers Remittances 1185 937 903 876 
Grant Aid (2) 680 609 625 414 
Current Account Balance -46 -349 -281 -476 
Overall Balance of Payments 52 -108 -129 -49 


Foreign Exchange Reserves and External Debt: (in millions of USD) 
Comm'1l Bank Foreign Assets (3) 1154 1333 1207 1210 
Cent'l Bank Foreign Assets (4) 628 604 198 309 
Other Foreign Assets (5) 519 549 547 550 
External Public Debt (6) 3428 3835 3850 4000 
Exchange Rate USD/JD (ann. avg.) 2.86 2.95 2.69 1. 


Central Government Public Finances: (in millions of JD) 
Domestic Revenues 515 541 
Foreign Receipts (2) 144 164 
Recurring Expenditures 572 568 
Capital Expenditures 420 477 
Internal Debt Outstanding 415 922 


Money and Banking: (in millions of JD) 
Money Supply CMTS 897 1167 


Money Supply (M2) 2072 2626 
Commercial Bank Deposits 1946 2346 
Commercial Bank Credit 1395 1634 


Price Indexes: 

Cost of Living (1980=100) 130 3 133. 
Wholesale Prices(1979=100) 138. ; 152. 
Share Price (1985=100) (7) 94, 


Production: (thousands of tons) 
1986 


Phosphate 6249 
Fertilizer 544 
Potash 1102 
Cement 1795 
Petroleum Products 2257 
Industrial Index (1979=100) 188 
Agricultural Index (1975=100) 318 
Construction (1000s sq. meters) 2266 
Electricity (millions kwh) 2647 


NOTE: Preliminary figures for 1988 totals. 


NOTES: (1) Current values adjusted by official Cost of Living Index. (2) 
Mostly Arab grant aid but includes U.S., UN and private assistance. (3) 
Includes assets of commercial banks and other financial institutions. (4) 
Includes gold, SDR's, foreign exchange and IMF position. (5) Central Bank 
credit to foreign countries, principally Iraq. (6) Includes government 
guaranteed debt but not debt incurred for purchase of oil or military 
equipment. (7) Amman Stock Exchange. 


SOURCE: MONTHLY STATISTICAL BULLETIN, Department of Research and Studies, 


Central Bank of Jordan, 25 (3), March 1989, supplemented by Embassy 
estimates. 





SUMMARY * 


From 1975 through the early 1980s, the Jordanian economy grew at 
an average annual rate of 10 to 12 percent. This growth was 
fueled by the secondary benefits of the regional oil boom in the 
form of worker remittances, grant aid from oil-producing Arab 
countries and expanded regional export markets. By the 
mid-1980s, the "reverse oil shock" brought GNP growth to a near 
standstill. Foreign grant aid, largely representing Arab aid 
under the now-expired Baghdad Pact subsidy agreement, fell by 
more than half from $1.2 billion in the peak year 1981 to $450 
million in 1988. Expatriate remittances, the primary source of 
private sector foreign exchange, also stagnated, registering a 
20 percent drop in 1987 to $938 million and declining to an 
officially estimated level of $876 million in 1988. 


In response to the decline in external income from the Gulf, the 
government took a number of steps beginning in 1985 to stimulate 
the local economy. The steps taken include: expansionary 
fiscal policies, subsidies and price supports for agriculture, 
tariff protection for local industry, and encouragement of 
foreign investment, especially from Arab countries. However, 
continued stagnation in the economy led to large deficits in the 
central government budget and the balance of payments. To cover 
the financial gap, ti.e government borrowed from its internal 
money market and the international money market, and drew down 
reserves. 


The erosion of reserves accelerated after 1985, and by mid-1988 
fell to dangerously low levels. Remitters became increasingly 
concerned over continued convertibility, and the dinar came 
under severe pressure. In response, the Central Bank in May 
1988 imposed currency restrictions to stem capital flight and 
intervened to close the gap between the official bank rate and 
the rate offered by money changers in the "parallel" market. In 
October 1988, the government announced a "managed float" of the 
dinar as well as a number of measures to conserve foreign 
exchange, including a one-year import ban on automobiles, 
electronics and other consumer durables. These measures were 
followed in December by the announcement of a scaled-back 
government budget for 1989 to hold the line on expenditures. 


Nevertheless, the dinar continued to lose ground, depreciating 
more than one-third in value in 1988. Despite the closure of 
the money changers and several subsequent depreciations of the 
currency through the first half of 1989, the dinar continued to 
lose ground against an emerging "black market," which by August 
1989 priced the currency at almost $1.00/dinar versus the 
official rate of $1.75/dinar. In response, the Central Bank 
initiated a two-tier exchange rate--an official government rate 
to supply essential goods, and a "free market" rate for 
nonessentials. Buoyed by strong financial support from the 
Gulf, the Central Bank has been able to intervene in the market 
to support the value of the dinar, and to reverse the currency’s 
downward slide. 


*Prepared in September 1989. 





By September the dinar had firmed sufficiently to allow the 
Central Bank to predict a unification of the two exchange rates 
before the close of calendar year 1989. Precisely where the 
rates will converge is still uncertain, but some observers in 
the business and banking community see a figure somewhere 
between 650 and 700 fils to the dollar (about $1.45 to the 
dinar) as a realistic rate. 


The government has also moved aggressively to address its 
external debt problems. Faced with mounting debt service on 
civilian and military obligations, now estimated at $8.3 
billion, the government in March 1989 entered into negotiations 
with the IMF and the World Bank to gain access to additional 
foreign exchange resources and to set the stage for a general 
rescheduling of public sector foreign debt. In line with IMF 
recommendations, additional measures designed to enhance 
government revenues were implemented in April 1989, including 
consumer price increases on gasoline and fuels. After the 
outbreak of protest riots against these and other austerity 
measures, Prime Minister Zeid Rifa’i resigned and a new 
government was formed headed by Sharif Ben Shaker. The new 
government lost no time in affirming its commitment to implement 
the medium-term adjustment program. An 18-month $125 million 
standby arrangement was approved by the IMF in July, which was 
expected to be followed by the rescheduling of at least $650-700 
million of the $1.2 billion in official debt falling due in 
1989, as well as the conclusion of a $50 million sectoral 
adjustment loan from the World Bank. 


The country’s austerity budget and tight foreign exchange 
climate pose significant financial constraints for both the 
public and private sectors. Yet, despite these difficulties, 
the country is moving ahead to implement the IMF adjustment 
program and to introduce further measures intended to foster 
economic growth. Targeted reductions in government 
expenditures, planned tax and tariff reform and proposed 
strengthening of export credit facilities have all provided 
encouragement to the banking and business communities. While it 
is as yet too early to know whether these and other measures are 
effectively addressing underlying weaknesses in the economy, the 
Jordanian leadership is committed to implementing a far-reaching 


reform program to restore the long-term health of the Jordanian 
economy. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Limited resource base: Jordan is a small country with limited 
natural resources. Only 10 percent of the total land area, 
nearly 9.7 million hectares, is arable, and the effective use of 
this amount is restricted by water shortages. Rainfall is low 
and highly variable, and much of Jordan’s available groundwater 
is expensive to use and nonrenewable. Jordan has no forests or 
known coal deposits, and with few water resources, its 
hydroelectric potential is extremely limited. 





Jordan remains highly dependent on imported crude and fuel oil, 


and its oil shale deposits are far from exploitable at today’s 
production costs. 


These resource constraints are compounded by limited domestic, 
regional and international markets. The small size of Jordan’s 
population makes it difficult to achieve economies of scale in 
industry and agriculture in the domestic market. Recession in the 
Gulf, the diversion of economic resources which occurred during 
the Iran/Iraq war and continuing foreign exchange shortages among 
regional trading partners have further restricted growth and trade. 


Nevertheless, Jordan is making the most of its limited resources. 
Although no commercial oil deposits have been found, the 
government continues to search for oil through production sharing 
agreements with international oil companies. In 1987, a pool of 
gas reserves was discovered in the Risha area on the Iraqi border, 
which is being tapped for electric power generation. Through the 
development of the Jordan Valley, Jordan has become an important 
producer of fruits and vegetables. Jordan does possess large 
quantities of phosphates, potash and limestone, and total exports 


of these and their derivative commodities reached $450 million in 
1988. 


In addition, Jordan has been able to exploit its strategic 
location. As a result of the Gulf War, Jordan has become a major 
entrepot for the transport of goods and commodities to and from 
Iraq. Thanks to the country’s location east of the Suez Canal, 
Jordan’s phosphate, diammonium phosphate fertilizer, and potash 
industries have been able to take advantage of lower 
transportation costs to establish a market share for these 
commodities in the South and East Asian markets. 


Population growth in the 1970s and early 1980s: Jordan’s high 
population growth rate, the product of both the natural increase 
of population and the large in-migrations following the several 
Arab-Israeli conflicts, has posed a further challenge to Jordan’s 
limited resource economy. Given these circumstances, Jordan has 
had to concentrate on the development of its human resources. In 
the process it has had to move from what was a pastoral and 
agricultural economy to a labor-exporting service economy. This 
transition coincided with a period of high oil prices and rising 
incomes in the Gulf. 


The result was an unprecedented influx of workers’ remittances, 
Arab aid, export income, tourist receipts and transport revenues 
from the Gulf market during the late 1970s and early 1980s. This 
in turn stimulated the development of the domestic economy. 
Government infrastructure investment and the investment of 
workers’ remittances in housing spawned an important construction 
industry. As a result, government services (including defense) 
and construction have been the sources of domestic job creation, 
accounting for over 64 percent of estimated employment growth and 
32 percent of the increase in real GDP between 1975 and 1984. 





During this period large inflows of external financing enabled 
Jordan to establish highly capital intensive extractive 
industries in phosphates, potash and cement. Also, irrigated 
agriculture in the Jordan Valley and investment in manufacturing 
to serve both domestic and expanding Gulf markets for 
pharmaceuticals, construction materials and consumer items led 
to further growth. Annual GNP growth from 1975 to 1984 averaged 
10-15 percent. Moreover, because of the high levels of external 
receipts and the country’s relatively liberal import policies, 
this record of growth was achieved with a manageable rate of 
inflation and a stable currency. An influx of foreign workers, 
mostly Egyptians, helped to quell inflationary pressures caused 
by the migration of 300,000 Jordanians to the Gulf and was an 


essential factor for growth in the agricultural and construction 
sectors. 


Economic recession in the Gulf hits Jordan: The "reverse oil 
shock" of the mid 1980s brought the period of economic expansion 
to a close. As international oil prices declined beginning in 
1981 and then fell precipitously in 1986, Arab aid to Jordan 
dropped, the past rapid growth in workers’ remittances ceased, 
and export shipments to Arab trading partners virtually 
stagnated. 


Official unrequited transfers, largely representing Arab aid 


commitments under the 1978 Baghdad Pact subsidy agreement, fell 
from a peak of $1.2 billion in 1981 to an estimated $450 million 
in 1988. Given the expiration of the Baghdad Pact subsidy 
agreement in 1988, Jordan is now having to seek Arab financial 
aid bilaterally. In July 1989, the Government of Saudi Arabia 
provided Jordan with $200 million in emergency assistance. 

Other Gulf states have also made funds available. 


From their 1984 peak of $1.2 billion, workers’ remittances, the 
mainstay of private sector foreign exchange, have dropped 
steadily to an officially estimated $876 million in 1988. 


Exports to the Gulf fell from $147 million in 1984 to about $137 
million in 1988, although with the recent decline in the dinar, 
the export trend is now upward. 


Beginning in 1985, the government undertook a number of measures 
to sustain domestic demand and to bolster exports, including 
reversing its previous policy of fiscal restraint. Expenditures 
jumped 15 percent from Jordaian dinar(JD) 721 million in 1984 to 
JD 806 million in 1985, and rose a further 23 percent to JD 992 
million in 1986, remaining at this level during the 1987 and 
1988 fiscal years. Monetary policy was expansionary, and the 
money supply grew at an annual rate of over 10 percent during 
1986-1988. Reserve requirements on banks and interest rate 
ceilings on loans were reduced. Steps were taken to facilitate 
bank lending to the private sector for export financing. 





In addition to concluding a number of countertrade agreements 
with East-Bloc trading partners to boost demand for Jordan’s 
phosphates, the government extended a $500 million line-of-credit 
to Iraq under a special trading and credit arrangement to bolster 
and sustain exports of agricultural and manufactured products. 
Finally, a number of steps were taken to encourage foreign 
investment, particularly from Arab countries. 


These measures, however, did not succeed in reviving the economy 
or absorbing new entrants to the labor force facing tightened job 
opportunities in the Gulf. Annual growth in GNP remained 
sluggish at 2 and 3 percent, and per capita income continued to 
fall. Capital formation, despite increased government 
development expenditures, continued to decline, falling almost 
one-third from JD 590 million in 1982 to JD 420 million in 1986. 
The private sector, traditionally dependent on trading 
activities, construction, and government contracts, remained 
cautious, in the face of what it viewed as a restrictive 
investment climate. At JD 177 million, private investment in 
1986 was less than half of the level achieved in 1982. 


Moreover, as a direct result of the government’s efforts to 
revive the economy through expansionary policies, the budget 
deficit rose from 5 percent of GDP in 1983 to about 24 percent in 
1988, forcing the government to borrow both at home and abroad, 
and to draw down reserves. Owing to the open nature of the 
Jordanian economy, these budgetary deficits have had adverse 
implications for the country’s balance of payments. Jordan’s 
external public debt (excluding military debt) more than tripled 
from $1.2 billion at the end of 1980 to $3.9 billion at the end 
of 1988, equivalent to roughly 80 percent of GNP. At the same 
time, internal borrowing added to domestic liquidity and 
effective demand, which in turn weakened the external balance. 


Jordan’s foreign exchange crisis: Although Jordan managed to 
narrow its trade gap from $2.5 billion in 1983 to an estimated 
$1.5 billion in 1989, the country remained highly dependent on 
financial flows from the Gulf, importing nearly three times in 
value what it exported. The current account deficit, after 
registering substantial improvement in the mid-1980s, thanks to 
export growth and a temporary stabilization in remittances, 
deteriorated sharply from a $46 million surplus in 1986 toa 
negative $349 million, equivalent to 6.3 percent of GNP in 1987. 


While exports showed a healthy 14 percent increase, this gain was 
overwhelmed by a 20 percent drop in remittances and an 11 percent 
increase in imports (a reversal of a four-year downward trend). 
To finance the budgetary gap, equivalent to 24 percent of GDP, 
the government, unlike in 1986 and prior years, relied chiefly on 
advances from the Central Bank and internal borrowing, rather 
than external commercial syndicated loans. Nevertheless, foreign 
debt service payments equalled $564 million, more than double the 
$242 million level three years before. 





At the same time, the 15 percent annual monetary growth, 
reflecting expanded public sector credit to finance the budget, 
increased excess dinar liquidity and the overhang on the 
country’s dwindling foreign exchange reserves, as net foreign 
exchange reserves (excluding the $550 million claims against 
Iraq) fell from $236.2 million to $174.5 million. 


In early 1988, the fixed rate foreign exchange regime came under 
pressure. For years, the Jordanian dinar was tied within a band 
to an SDR-weighted basket. The institutional framework 
consisted of a formal banking system and a parallel market 
centered among money changers and the foreign exchange units of 
commercial banks. The policy of the Central Bank was oriented 
toward maintaining a stable rate in order to encourage savings 
and remittance flows from expatriates in the Gulf. 


To support this "flexible" fixed rate regime, the Central Bank 
provided the formal banking system any shortfall in foreign 
exchange to cover import letters of credit and other authorized 
transactions. However, by May 1988, Central Bank foreign 
reserves fell $100 million to $28 million. Unable to intervene, 
the Central Bank reimposed long dormant foreign exchange 
controls to prevent open capital flight, requiring the banks to 
transact all foreign exchange operations at an “official bank" 
rate, and restricting the "parallel" market operations of money 
changers to bank note operations. However, remitters in the 
Gulf, concerned over the continued convertibility of the dinar, 
delayed transfers or went through the money changers, who by 
offering higher rates captured an increasing portion of these 
foreign exchange flows, which were increasingly channeled into 
unauthorized transactions, including capital flight. 


By mid 1988, a full-scale "run" on the dinar developed, 
resulting in a widening gap between the official bank rate and 
the "parallel" market rate. As remittance flows through the 
formal banking system fell, the Central Bank reversed its policy 
of controls. In October the bank announced that the rate would 
lbe determined by a "managed float" in which banks would no 
longer be bound by the official "indicative" rate but would be 
allowed to compete in the parallel market for foreign exchange. 
Under this new regime, commercial banks were required to obtain 
all their foreign exchange needs from the market and were no 
longer able to draw on official resources. As a result of these 
adjustments and market conditions throughout the year, the dinar 
during 1988 lost approximately one third of its value in US 
dollar terms, and even more against the currencies of U.S. 
competitor supplier countries. 


At the same time, the government announced a package of measures 
to conserve foreign exchange, including a one-year import ban on 
automobiles, electronics and other consumer durables. To 
encourage savings, interest rates on deposits were decontrolled 
and ceilings raised on customer foreign currency deposits. To 


encourage private investment, industrial licensing was 
eliminated. 





To support these stabilization measures, the government 
announced a tight 1989 budget, which held the line on 
expenditures while raising revenues. After a period of 
stability in the foreign exchange market, the dinar began to 
slide in late January. In February, the Central Bank of Jordan 
announced closure of the money changers and a return to a fixed 
rate regime. 


Throughout the first half of 1989, Central Bank foreign exchange 
reserves remained tight. In March, the government opened 
negotiations with the IMF and the World Bank to gain foreign 
exchange support for its stabilization program and to clear the 
way for a substantial rescheduling of the estimated $1.2 billion 
in official debt falling due in 1989. In mid-April, the 
government announced that a standby arrangement had been 
negotiated with the IMF staff, which would allow Jordan access 
to $125 million in foreign exchange resources once the program 
was put in place. In line with the IMF recommendations, further 
revenue measures were announced April 15, including price 
increases on gas and fuels. In the days that followed, protest 
riots broke out in the southern cities of Ma’an, Tafilah and 
Karak, forcing the resignation of the government of Prime 
Minister Rifa’i. 


The new government of Sharif Ben Shaker lost no time in 
affirming its support for the stabilization program negotiated 


with the IMF, announcing that all price increases would remain 
in force. The new government announced that the country’s 
official debt had reached $8.3 billion and that substantial 
rescheduling would be required for the country to cope with its 
long-term balance-of-payments problems. An 18-month $125 
million standby arrangement was approved by IMF in July, to be 
followed by the rescheduling of at least $650-700 million of the 
$1.2 billion in official debt falling due in 1989, as well as 
the conclusion of a $150 million sectoral adjustment loan from 
the World Bank. 


THE IMF ADJUSTMENT PROGRAM 


Although the period of the standby agreement will cover only 18 
months, the program is comprehensive, based on a medium-term 
time frame of four years from 1989 through 1993. The basic 
objective of the IMF program is to achieve a complete 
adjustment in the balance of payments in 1993, by encouraging 
savings, investment and net exports, as well as reducing the 
budget deficit. Exports are projected to rise markedly from a 
projected $1.1 billion in 1989 to $1.7 billion in 1993, asa 
result of foreign exchange adjustments. Improvements in the 
balance of payments will allow the government to increase its 
foreign exchange reserves during the period to cover at least 
three months’ imports. 
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According to the adjustment scenario, GNP growth is expected to 
revive in 1990, reaching 4 percent by 1993, thanks to higher private 
investment and its more efficient allocation, and the greater local 
content of private consumption. Substantial reductions ‘in the 
government’s budget deficit will be achieved through tighter 
borrowing from the banking sector and ceilings on the contraction of 
nonconcessional external debt, along with general expenditure cuts 
and additional revenue measures. The budget deficit, equivalent to 
24 percent of GDP in 1988, is projected to be scaled down by the 
equivalent of 3 percent of GDP annually to about 8 percent of GDP by 
1993 (excluding external grants). Moreover, reductions in the 
annual budget deficit will play a key role in reducing the annual 
inflation rate from an estimated 14 percent in 1989 to about 7 
percent by 1993. 


Compliance with the IMF’s medium-term adjustment program will allow 
the government to draw down, over the next 18-month period, $125 
million in foreign resources from the IMF. Drawdowns will be 
contingent upon the government’s compliance with performance 
criteria on net domestic assets of the banking system, ceilings on 
pubplic sector credit, and contraction of nonconcessional external 
debt related mainly to financing the budget deficit. IMF resources 
will be complemented by debt relief through the Paris and London 
Clubs, as well as additional concessionary assistance from 


traditional donors, including substantial program adjustment loans 
from the World Bank. 


THE SHORT- TO MEDIUM-TERM OUTLOOK 


Jordan’s tight foreign exchange position and rising external debt 
obligations constrain future growth prospects over the near term. 
Although debt relief and concessionary assistance is expected to be 
substantial during the adjustment period, Jordan is aiming over the 
longer term to reduce its dependence on external grants, 
particularly from the Gulf. On the plus side, 1989 is likely to 
show an improvement in the trade gap from the negative $1.7 billion 
registered in 1988, as well as in the overall balance of payments. 
However, success will depend on reviving exports and sustaining the 
level of private sector remittances. The IMF supported Jordan’s 
stabilization efforts by agreeing to reschedule official debt at the 
Paris Club. London Club negotiations started in September 1989. 


The principal challenges facing the new government include 
stabilizing the dinar, arresting the decline of worker remittances, 
stimulating private sector export enterprises, and in general 
restoring public confidence in the economy. Revenues from 
phosphate, diammonium phosphate fertilizer and potash exports show 
signs of improvement thanks to both higher international prices and 
higher production. 


Since 1988, official foreign reserves have fallen sharply, as the 
Central Bank continued to support its long-standing "fixed rate" 
foreign exchange regime in the face of the persistent current 
account gap in the balance of payments. 
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The government now faces the task of rebuilding reserves to 
adequate levels, in order to impart confidence to the banking 
system and the foreign exchange regime. To rebuild its reserves 
and reverse the weakening of its external position, the 
government of Jordan instituted a number of monetary reforms, 
beginning with the 30 percent depreciation of the dinar in 
October 1988. Despite several subsequent depreciations over the 
first half of 1989, the dinar continued to lose ground against 
an emerging "black market," which by the end of July 1989, had 
priced the Jordanian currency at nearly one U.S. dollar to the 
dinar, versus the official rate of about $1.75 to the dinar. 


In response, the Central Bank intervened to establish a 
two-tier exchange rate system -- one official government rate 
for essential goods and a second "free market" rate for 
nonessentials. The Central Bank has so far been able to support 
the free market rate of the dinar by periodically pumping 
foreign exchange into formal commercial banking channels. The 
ability of the bank to intervene in the market is the welcome 
result of an infusion of $200 million in grant aid from Saudi 
Arabia and $70 million in assistance from the United Arab 
Emirates and Dubai. The dinar has stabilized further on the 
rumored deposit of $400-$500 million by central banks of the 
Gulf Cooperation Council to the Central Bank of Jordan. The 
overall result has been a reversal in the slide of the dinar and 
a narrowing of the gap between the official and free market 
exchange rates, allowing the Central Bank to predict at the 
beginning of September 1989 a unification of the dual exchange 
rates sometime before the end of the calendar year. Precisely 
where the rates will converge is uncertain at this time, but 
some observers in the banking and business community see a rate 
of 650-700 fils to the dollar (about $1.45 to the dinar) as a 
realistic convergence point. 


Despite the recent upheavals in the foreign exchange market, the 
banking system is essentially sound. The Central Bank has 
placed a premium on conservative management, and stepped in 
vigorously in the case of Petra Bank and Jordan Gulf Bank, when 
problems developed. The August merger of these two banks, due 
to worsening foreign exchange positions, is indicative of 
Governor Nabulsi’s commitment to a strong, healthy banking 
system. In general, most banks have avoided taking foreign 
exchange positions, with many imposing margin requirements for 
opening letters-of-credit. Recently, the Central Bank imposed a 
35 percent reserve requirement on foreign currency deposits of 
bank customers, in order to shore up its foreign exchange 
position. 


Over the medium term, debt service will remain a problem, with 
rescheduling required for at least the next four years. Other 
policy issues include the accumulation of claims against Iraq, 
losses by the major government enterprises, and unemployment, 
which by some unofficial estimates is hovering at 14 percent and 
is likely to increase in future years. 
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Offsetting these difficulties is a government committed to 
stabilization within an international framework, a private sector 
which is anxious to assume a greater role in the region, a 
well-educated and highly motivated work force which has proven its 
ability to adapt to changing conditions, and an adjustment in real 
wages which should improve Jordan’s competitive position. 


Jordan may ultimately benefit from the Arab Cooperative Council, 
an economic grouping comprising Jordan, Iraq, Egypt and North 
Yemen. In addition, in view of Jordan’s steadfast support of Iraq 
during the Gulf War, Jordanian companies and professionals may be 
able reap economic benefits from Iraqi reconstruction. 


As a result, Jordan faces a period of both challenges and 
opportunities--challenges to respond to continuing changes in its 
external environment and opportunities to restructure its economy 
on a more stable basis for future growth. 


IMPLICATIONS FOR THE UNITED STATES 


In view of the the tight government budget, the prospects for 
growth in the economy and the demand for U.S. exports will be less 
bright than in prior years. A 30 percent depreciation in the 
dinar over the past year (from about $2.06 in January versus $1.44 
at the beginning of September), and the country’s heavy foreign 
debt burden have produced pressures to cut imports. Austerity 
measures include a one year ban on luxury goods, including such 
items as passenger and transport vehicles, video and audio 
equipment, refrigerators, freezers, air conditioners, home and 
office furniture and a variety of other consumer durables, many of 
which were imported from the United States. 


In 1987, Jordan imported approximately $275.5 million in goods 
from the United States. About 25 percent of this total consisted 
of aircraft spare parts. Another 25 percent comprised basic food 
staples (wheat, rice, and corn), heavy equipment, and specialized 
machinery (instrumentation, telecommunications, and business 
machines). The balance 50 percent was distributed among a wide 
array of finished manufactured products. Basic food staples and 
spare parts for essential equipment will likely continue to be 
imported, as substitutes are not readily available. However, the 
continued shortage of foreign exchange and the high cost of U.S. 
imports relative to the depreciated dinar will likely serve in the 
short term to discourage imports. 


Changes in U.S. AID’s Commodity Import Program (CIP) could dampen 
U.S. sales. From 1986-88 CIP has provided an annual average of 
$55 million in economic assistance to finance U.S. exports to 
Jordan. The CIP has opened the U.S. market for many Jordanian 
importers who previously obtained their goods from other sources. 
The FY 1990 Foreign Assistance Act includes a budget item for a 
CIP, but at a reduced funding level of about $18 million. 





Counterbalancing these trends, however, is the stimulatory effect 
of a depreciated dinar on Jordanian exports. The exchange rate 
adjustment, coupled with tighter controls on imports, has created 
new opportunities for both domestic and export markets. These 
opportunities may eventually translate into equipment, machinery 
and raw material orders for U.S. suppliers. 


The U.S. Department of Agriculture’s(USDA) credit guarantee 
programs are also expected to provide a boost. In March 1989, USDA 
increased Jordanian credit guarantee coverage under the GSM-103 
program to $65 million, which will allow Jordan to increase its 
imports of U.S. rice, wheat and corn by $25 million. Additionally, 
under the short-term credit guarantees of the GSM-102 program, 
Jordan will be able to boost its private sector imports of U.S. 
lumber, plywood and processed food products. 


Given the country’s austerity budget and the likely continuation of 
a tight foreign exchange environment, both the public and private 
sectors face significant financial constraints. The country is 
committed, however, to introducing policy changes to make the 
economic environment more conducive for growth. These include 
targeted reductions in government expenditures, tax and tariff 
reform; simplification of import and export procedures, and a 
strengthening of export credit facilities. These planned measures 
plus the government’s avowed commitment to transform the private 
sector into the engine for export-led economic growth have provided 
some sense of encouragement for the business community. 


While not every businessman has seized upon the present situation 
as a classic opportunity to exploit export markets, there are clear 
case examples of Jordanians who have taken advantage of the 
available opportunities. A local manufacturer of electrical 
switches, for example, reports that he has twice the production 
capacity required to meet total demand of the Jordanian market. 
Because his labor and production costs are low relative to 
international competitors, he has successfully marketed 50 percent 
of his production abroad, earning in the process scarce foreign 
exchange. The owners of a home appliance firm, no longer able to 
import foreign made refrigerators, freezers and air conditioners, 
have opened up a custom furniture factory. With the ban on foreign 
furniture imports, these entrepeneurs have turned to import 
substitution, capitalizing on the carpentry skills of locally 
available craftsmen to produce high quality furniture at a lower 
cost than the equivalent imported product. In both cases the 
Jordanian businessmen have carefully evaluated the availability of 
U.S. equipment to meet their expanding production needs. 


Thus, while current difficulties in the Jordanian economy should 
not be minimized, neither should the potential for economic revival 
be underestimated. The fiscal and monetary measures put in place 
over the past six months are clearly aimed at correcting underlying 
structural weaknesses in the Jordanian economy. While it is as yet 
too early to determine if these measures are having their intended 
effect, one thing seems certain -- the Jordanian leadership is 
committed to implementing a program of reforms intended to restore 
the long-term health of the Jordanian economy. 
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